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Practice exam question 

Redefining business success 

Mark Hage 

Guidance for the question on p. 24 of the magazine. 

Sample answer 
One benefit of an ethically based business increasing its prices to fund growth is that it may be able to 

to ensure its longer-term success. For example, high streets are starting to see the introduction of 

‘zero waste shops’, such as Natural Weigh (NW). NW encourage shoppers to bring their own 

containers to fill with products such as fair-trade coffee, pasta and washing up liquid, with the aim of 

creating a plastic-free environment. NW deciding to increase the prices of its products to fund growth 

may be a positive move for the business, as research suggests that items that it sells are relatively 

price inelastic. As a consequence, it may be able to increase prices with little drop in demand. For 

example, when NW put the price of muesli up by approximately 33% in 2018, to £4 per 500g, demand 

dropped by a comparatively small amount of 5%. If the other products sold by Natural Weigh, e.g. 

bamboo toothbrushes, have the same level of PED then the owners may be confident that NW’s profit 

margins will increase by around 33% with only a small reduction in demand. As PED is calculated to 

be 0.15, demand may be said to be inelastic to changes in price, leading to greater overall profits. 

Such premium pricing will help finance growth of the business without significant increases in fixed 

costs, such as having to increase the size of the premises. Customers may perceive such price 

increases as a worthwhile trade-off between being able to shop in an environmentally more 

sustainable way. In the longer term it may be that with expansion of NW shops unit costs for bamboo 

toothbrushes may benefit from purchasing economies of scale and shoppers may experience a 

reduction in prices, as an ethically based business of this nature may be more concerned with 

increasing its environmentally aware customer base rather than profit maximisation. 

However, it may be that other products sold by NW, e.g. fair-trade coffee, is more price elastic than 

muesli and that increases in price cause a large decrease in demand. For example, a majority of other 

products sold by NW may have a PED greater than 1, meaning that, e.g. a 5% increase in the price of 

coffee may actually result in a 30% drop in demand — a highly elastic product. As a consequence, 

profit margins across all products may reduce significantly and may even result in fixed and variable 

costs not being covered by sales revenue, causing an inability to break even — a loss. This may mean 

that not only would price increases fail to finance any further growth for NW, but also none of the 

£40,000 initial set-up costs quoted by the owners could be recouped, as the business may fail to make 

any profit. In the longer-term NW may end with business failure and undermine its ethical objectives to 

move shoppers from products with a high plastic and packaging content. 

According to recent research, the market for ethical household goods has grown significantly (£1,238 

per year in 2017) and it is clear from NW’s PED for muesli that it is taking advantage of this trend to 

sell more environmentally sustainable products. Research also suggests that 49% of the under 24 

demographic avoid products which they consider to have negative impact on the environment. It is 
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also unlikely that NW has any current competitors in the ‘small Welsh’ town it operates in, and 

therefore its product range may have first-mover advantage. It may be that NW has to adopt a more 

complex marketing strategy in order to ensure short term survival and medium to long term growth. 

Simply raising prices risks price-conscious customers being unable to afford NW’s products regardless 

of their ethical credentials. Further research regarding the age of customers may allow NW to 

determine a more effective pricing strategy to fund growth. As long as prices are raised at a slow 

pace, for example, NW should be able to test which products are inelastic to price increases, therefore 

allowing the business to increase profits to fund growth in the medium term, thus ensuring NW meets 

its overall ethical objective of increasing the number of customers who adopt a more sustainable way 

of shopping. 

Sample examiner comment 
Mark: 16/16 (Level 4 — an excellent response fully focused on the question) 

Thorough knowledge and understanding are shown of the importance to an ethical business of a 

decision to increase prices to finance growth. 

Application is shown through the use of appropriate context applied to the question. 

Coherent and logical analysis is linked together, giving cause and effect of the positive and negative 

results of Natural Weigh increasing prices to finance growth, using context-based quantitative and 

qualitative data for competing arguments. 

An evaluation of competing arguments with context is used to support a judgement about the decision 

of Natural Weigh to increase prices to finance growth in terms of its ethical objective and survival. 
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